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RESPONSIBILITY is the quality that sets the professional endeavor apart from man's other activities. R isk attends responsibil i ty. 
Unbounded responsibil i ty implies unbearable risk. The absence of 
risk, on the other hand, probably means diluted responsibil i ty. Our 
professional goal is to balance risk and responsibil i ty. 
TYPES OF RESPONSIBILITY 
The professional responsibil ity of the accountant has many sides. 
There is the duty he owes society and the community in which he 
lives. It concerns public service of many kinds and an active part 
in the public forum, part icularly when his competence fits h im wel l 
to discuss the issues. Fai lure of the individual accountant to accept 
this duty may block his professional progress, and failure of many 
to accept it may deter the advance of the profession. The penalty 
for its neglect is stunted growth. 
There is the duty that the accountant owes his profession and 
his contemporaries. Th is one concerns such matters as ethics, con-
duct, and furtherance of the profession's affairs. Lax i t y in the 
discharge of duties concerning ethics and competence may take away 
from what the profession is and from what the accountant has. It 
may set the profession back by putt ing it in a bad l ight. It may 
br ing damage to the accountant through discipl inary action in the 
form of a reprimand or even the denial of the right to practice. 
The action may come from a professional society or organizat ion; 
or it may come from a government agency, such as a state board 
of accountancy or the Securities and Exchange Commission. 
The responsibil i ty of the accountant to those served by him and 
to those entitled to rely upon his work, part icularly in connection 
wi th his reports, w i l l have my principal attention. Neglect of this 
responsibil ity may be unbearably costly. L iab i l i t y insurance can be 
obtained to cover monetary claims successfully asserted against the 
accountant and, perhaps more importantly, to cover the out-of-pocket 
cost of an effective defense. But , important as it is, it cannot furnish 
immunity from al l of the losses, both tangible and intangible, attend-
ing the defense of a claim. Loss of time may be considerable. In 
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addition, there may be a great deal of personal strain and damage to 
reputation if the case receives public attention, regardless of its merit 
or outcome. 
I shall be concerned mainly wi th legal hazards and wi th ways 
of min imiz ing the risks attending our exposure to them. No t being 
a lawyer, I shall not attempt interpretations of points of law in the 
cases affecting our legal l iabi l i ty. I lean heavily on Saul L e v y in this 
regard, and part icular ly on his book Accountants' Legal Responsibility 
which was published in 1954. 
There are, of course, manifold aspects of legal responsibil i ty and 
a number of areas in which there are hazards. I shall look at only 
two cases, and at one of those only briefly. I propose to consider at 
some length long-form reports and to touch base with management 
services. 
Discussions of legal responsibil i ty may appear to develop a 
negative complexion or a defensive tone, mainly because they refer 
to hazards, r isks, and exposure. Bu t they need not. I hope that my 
comments today are not in this vein. 
W e should approach our consideration of this matter by realizing 
it is a healthy quali ty of our professional work that it is attended 
by responsibil ity. Our aim should be to minimize the risks attending 
professional practice without watering down the responsibil i ty. 
The number of claims against accountants that have been carried 
into the courts and to the point in l i t igation where there is a record 
that the court acted upon the claim is not outstandingly large. The 
number of cases where claims were withdrawn or settled short of a 
judgment by the court is not readily measurable. The incidence of 
claims against accountants is not confined to those of any particular 
region or to firms of any particular size. 
It would be foolhardy to assume that very few claims w i l l be 
asserted successfully against accountants in the future because of 
improved audit work and sharpened standards of performance. 
Simi lar ly, it would be less than prudent to contend that more claims 
wi l l be asserted as the extent of our legal responsibil i ty is more 
widely understood and as the raising of a new point in one case 
prompts another claim based on the same or a related point. A t 
best these forces tend to be offsetting. 
ESSENTIALS OF L E G A L RESPONSIBILITY 
Ear l y in the history of accounting it was clear to the courts 
that the work of the accountant is of such technical character and 
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requires such sk i l l that the ordinary person cannot know whether 
the accountant has performed his work properly or not. Because 
those he serves are unable to judge the quali ty of performance, a 
duty is imposed upon the accountant to perform his work wi th a 
required degree of expertness and diligence. Wha t is the required 
degree? 
Over fifty years ago a Un i ted States court held that, l ike the 
members of other skil led professions, the public accountant is 
expected to possess competence that measures up to the learning, 
sk i l l , and experience commonly possessed by the members of his 
profession and, further, to exercise it w i th reasonable care. Com-
petence and care are the tw in bui ld ing blocks of responsibil i ty to 
our clients. Fortunately, these are also the bui ld ing blocks of h igh-
level service to clients. W e minimize our hazards when we do a 
good job. 
Wh i l e the basis of an accountant's responsibil i ty to his client 
was defined early in the development of the profession, that concern-
ing his responsibil i ty to third parties took shape sometime later. The 
lag is not hard to understand. Ou r legal responsibil i ty to clients 
stems from a contract, and this point of law was formulated early. 
Since there is not pr iv i ty between an accountant and a third party, 
such as a credit grantor or investor whose actions may be influenced 
by the accountants' report, a new dimension of responsibil i ty was 
required to be found if there was to be any. Justice Cardozo found 
it in 1931 when, in the Ultramares case, he concluded that there 
might be a l iabi l i ty to a third party for the fraud of the accountant 
and that such fraud might grow out of the expression of opinion, 
if it were given recklessly. 
Cardozo saw that the burden would be unduly heavy if the 
accountant were made responsible for ordinary negligence—the basis 
of his responsibil i ty to clients—to al l individuals who might come 
in contact, casually or otherwise, w i th his report. Cardozo circum-
scribed the responsibil i ty by holding the accountant responsible to 
third parties for fraud, when the accountant knew that his report 
was l ikely to be shown by his client to others. H e added a new 
dimension to fraud (or took one away) , however, when he concluded 
that the negligence of the accountant may be so gross as to sustain 
an inference of fraud. 
In c iv i l law, therefore, the accountant is responsible to his client 
for ordinary negligence and to a third party rely ing on his report 
for fraud, but negligence may be so gross as to amount to fraud. 
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PRIMARY BENEFIT A N D REPRESENTATIONS OF F A C T 
T w o other considerations, stemming from the Ultramares case, 
have also played important ly on report practices. The court in that 
case indicated that the accountants might have been liable for ordi-
nary negligence if their report had been prepared pr imari ly for the 
benefit of specifically identified third parties. A l so , it held that when 
an accountant represents a matter to be true to his knowledge, he 
has engaged in a type of deceit if his representation is false. A repre-
sentation of fact may amount to a warranty. The impact of this latter 
point has been widespread, as we shall see later. 
A l l of these factors have weighed heavily in the development of 
the short-form report. Since Ultramares, it has been customary to 
address the opinion to the client, that is, to the company (if a cor-
poration) or to its board of directors or to its stockholders or to a 
combination of these, as the circumstances vary. Such a procedure 
may aid in showing that the report was prepared pr imar i ly for the 
benefit of the client. A l so , for the same reason a report is ordinari ly 
delivered to the client and not to a third party. 
The short-form report represents it to be a fact that the finan-
cial statements were examined in accordance w i th generally accepted 
audit ing standards. It does not represent it to be a fact that the 
books were examined or that the accounts were reviewed. T o say 
that the books were reviewed might raise several questions. F i rs t , 
there are the questions of what constitutes the books and whether 
the auditor can assure himself that he has seen al l of the books. A l l 
of this is apart f rom the question of what is meant by a review—a 
term without technical meaning. Second, the question might be 
raised, if reference is made to the books or to the accounts, as to 
whether the financial statements prepared from them are the repre-
sentations of the client or of the accountant. T o say that "we have 
examined the financial statements of the X Y Z Company" makes 
clear this distinction. F ina l ly , as we al l wel l know, the short-form 
report contains the opinion of the accountant as to the fairness of the 
financial statements. Th is is the aftermath of Ul t ramares. 
W H O S E FINANCIAL STATEMENTS? 
I should l ike to dwel l a bit on one related development in the 
C I T case which was decided in 1955 in a Federal court. Fo r the 
first t ime, to my knowledge, a court gave ful l -blown recognition to 
a principle that our profession has viewed for a number of years as 
being very important. In charging the jury as to the principles of 
law the judge in that case sa id : 
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A n accountant is employed to report, after examination, review 
and consideration of factual representations of management, his 
own professional opinion that the statements of management 
fair ly present the financial posit ion and results of operations. A n 
accountant does not make factual representations as to the con-
tents of financial statements; these are the statements of the 
management and unless the accountant expressly states to the 
contrary he does not assume responsibil i ty for them, but he 
does assume responsibil i ty for his own opinion and represents 
that in order to form such an opinion he has complied wi th gen-
erally accepted audit ing standards. 
Th is concept sets the pattern for report ing wi th minimum 
hazards. 
CASES INVOLVING LONG-FORM REPORTS 
N o w for a quick look at some of the cases where a long-form 
report was involved. 
The State Street Trust Co. case brought into focus certain 
hazards attending a situation where there are co-existing short-form 
and long-form reports. In this case the accountant's client presented 
an uncertified balance sheet to a credit grantor in connection wi th an 
application for a loan. A demand loan was obtained wi th the under-
standing that it would be converted into a time loan upon receipt 
of a certified balance sheet, assuming that the certified balance sheet 
showed substantial agreement w i th the uncertified balance sheet. 
Later, the client delivered to the credit grantor one of the ten copies 
of the short-form report rendered by the accountant. Af ter delivery 
of the certified balance sheet the loan was converted into a time loan 
and later renewed. Sometime later the accountant's client was peti-
tioned into bankruptcy. The credit grantor brought an action against 
the accountant for the amount of the loss incurred in connection 
wi th the loan. 
One month after the accountant had furnished ten copies of the 
short-form report and accompanying balance sheet, he sent to his 
client one copy of a letter and of the certified balance sheet. The let-
ter commented on several matters in connection wi th the balance 
sheet, part icularly as to receivables, and gave indications of inact ivi ty 
of certain accounts and slowness of their collection. The balance 
sheet contained a notation not shown on the earlier certified balance 
sheet to the effect that : This balance sheet is subject to the comments 
contained in the letter attached to and made a part of this report. 
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The hazard, as we al l know, in this connection, is that where 
there are co-existing short-form and long-form reports it may be 
contended that there are disclosures in the long-form report necessary 
for understanding the financial statements, and, accordingly, that 
without such disclosures the short-form report is misleading. A 
corollary hazard is that it may be contended some of the comments 
in the long-form report are of a nature cal l ing for qualification of 
the opinion in the short-form report. I realize I am replowing old 
ground when I refer to this matter, but I v iew it as an important 
hazard, which can be minimized by careful attention to the prepara-
tion of long-form reports, part icularly at the review level. 
The more recent cases concerned wi th a long-form report were 
the C I T case, which I mentioned before, and the F i rs t Bank and 
Trust Co. of South Bend case. They were separate cases based on 
claims brought by different creditors against the accountants of a 
company that had gone into bankruptcy. The first was heard in a 
Federal court, the second in a N e w Y o r k court. They dealt w i th 
the same engagements, the same facts, and the same reports. Bo th 
were jury trials. In one case the decision favored the accountants, 
in the other it went against them. In the C I T case the jury held 
that the accountants had not made false or misleading representations 
in their reports. In the bank case the jury held that the same reports 
were misleading. 
These were cases in which, among other things, it was con-
tended that the reports were misleading as to matters included in the 
reports as wel l as to some that were omitted. 
A s an aside, I heard one who is sage in these matters say the 
other day that, based upon the cases of record, accountants' hazards 
frequently arise either from matters contained in the work ing papers 
or from matters left out of the report. 
The long-form report in question in the C I T case and the bank 
case contained a comment concerning commercial receivables, as 
fo l lows: 
Wh i l e it was not wi th in our province to pass upon or assume 
responsibil i ty for the legal or equitable t it le to the commercial 
receivables purchased by the companies or the valuation of any 
security thereto accepted and held by them, it was apparent 
f rom their books and records and by opinion of counsel that 
their contractual and assignment forms are adequate for their 
legal protection in connection wi th the collection and l iquida-
tion of commercial receivables purchased. 
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The opinion wi th respect to the financial statements was in substance 
as fo l lows: In our opinion, together with the foregoing comments, the 
accompanying financial statements present fairly . . . . 
Withou t judging the merits of the situation, let us turn to the 
contentions that were made concerning this feature of the report, 
mainly to see what lessons might be learned from it. 
In C I T the defendants—the accountants—contended the com-
ment, previously quoted, disclaiming responsibi l i ty as to collateral 
relating to commercial receivables was adequate notice to anyone who 
read their report that the accountants took no responsibil i ty for the 
valuation of the collateral. The plaintiff contended that if the defend-
ants had reasonable ground to suspect the collateral was not worth 
the amounts the management thought it was worth, the disclaimer 
did not cover the situation. 
At tent ion then turned to the opinion in connection wi th the 
financial statements. W a s the opinion qualified? O r was "together 
wi th the foregoing comments" s imply an explanation ? Plainti f f urged 
that the defendants expressed an opinion as to the valuation of the 
receivables (if not the collateral) when they expressed an opinion as 
to the financial statements. Plaint i f fs contended further that if an 
accountant withholds an opinion on so large a portion of the total 
assets as to amount to a wi thhold ing of an opinion on the financial 
statements as a whole, then he should not express any opinion on 
the financial statements. 
Defendants contended that the comments in the long-form report 
were not their own representations, but were those of the manage-
ment, and that this was made clear in the report. 
There were, of course, other contentions in connection wi th the 
report. A principal one was that there was no disclosure of a so-called 
concentration of receivables, that important matters were not disclosed 
while less important matters were. 
I repeat—one jury found the reports not misleading, another 
found that they were. 
LESSONS TO B E L E A R N E D 
A n y lessons to be learned here are not new ones. Most of them 
are things that long have been recognized as essentials of good report-
ing. The first is that any qualification that we intend to take in con-
nection wi th our opinion should be unequivocal. Except for and except 
that or with the exception of ordinar i ly do this very wel l . In C I T , at 
least, together with the foregoing comments left important questions to be 
answered as to whether a qualif ication was intended. 
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The second is that the disclosures, and for that matter any in-
formation in the long-form report, should be weighed as a whole wi th 
the view of deciding whether any relatively important matter is not 
disclosed when less important matters are. 
The third concerns the whole matter of the degree of respon-
sibi l i ty that the accountant takes for the various information included 
in a long-form report. A s you know, recently issued Auditing State-
ment No. 27 deals w i th this subject. Th is matter deserves especial 
attention. 
STOCKHOLDERS' REPORTS AND LONG-FORM REPORTS 
Fo l low ing the ordinary audit, we may issue a short-form report, 
a long-form report, or both. The short-form report may become a part 
of the client's report to its stockholders. The result is a report, pos-
sibly in printed form, that contains much of the same, information con-
tained in an accountant's long-form report. V iewed in terms of legal 
responsibil i ty, however, they are quite dissimilar. 
The distinction between what the client is saying and what the 
accountant is saying ordinari ly is drawn sharply in the stockholders' 
report. W h a t the accountant is saying is on one page or on a part 
of a page. Every th ing else in the report is the client's—the. president's 
comments, the financial statements and their notes, and al l of the 
supplemental information. 
Th is distinction is not always clear in the long-form report which 
may contain essentially the same information as the stockholders' 
report and, in addition, may contain various comments of the account-
ants. The long-form report may contain financial statements and the 
covering accountants' certificate, schedules showing details of financial 
statement items, supplemental information of various kinds, and ac-
countants' comments about the scope of the audit and about various 
financial matters. There is no question in my mind that, in the interest 
of both unequivocal report ing and minimized legal hazards, this needs 
some unscrambling. 
AUDITING S T A T E M E N T NO. 27 
Auditing Statement No. 27 of the A I C P A committee on audit ing 
procedure was addressed to this question of c lar i fy ing the respon-
sibi l i ty that the accountant takes in connection wi th the long-form 
report. F rom the standpoint of legal responsibil i ty Statement 27 
codified at least two matters that the courts had recognized before. 
It pointed up the hazards attending co-existing short-form and long-
form reports. 
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M u c h more importantly, however, it set forth a principle that 
should go a long way toward unscrambl ing the long-form report. 
It expresses the view that in the absence of a statement by the auditor 
to the contrary, it may be presumed that he assumes responsibility for such 
other data in the long-form report, to the same degree that he does for 
individual items in the basic financial statements; that is, that they are 
fairly stated in all material respects in relation to the basic financial state-
ments, taken as a whole. The Committee further stated that in some 
instances the auditor may wish to be explicit in this regard. 
UNSCRAMBLING T H E LONG-FORM REPORT 
There are a number of ways in which this can be done. The cir-
cumstances w i l l , of course, determine the best way. Phys ica l sepa-
ration in the report of the financial statements, the certificate, the 
supplemental information as to which the accountant can express an 
unqualified opinion, the supplemental information as to which there 
must be a denial of opinion or a qualified one, and the comments (if 
any) as to the scope of the work done seems desirable. 
One way to do this is to present first in the report everything 
that the accountant has to say in continuing form over his signature. 
The first two paragraphs would ordinari ly be the standard short-
form report covering the basic financial statements which make up the 
first section of the financials contained in the report. The next para-
graph would relate to the section containing the supplemental in -
formation as to which an unqualified opinion could be expressed, 
and might be worded somewhat as fo l lows: 
The supplemental schedules and related information contained 
in Section II were examined to the extent necessary to form-
ulate the opinion previously expressed on the financial state-
ments. In our opinion, this supplemental information, a l -
though not considered necessary for a fair presentation of fi-
nancial posit ion and results of operations, is presented fair ly 
in relation to the financial statements taken as a whole. 
O r this might be stated more succinctly, and I think satisfactorily 
in most cases, by say ing : 
Our examination also comprehended the fo l lowing supplemental 
schedules of the Company, which, in our opinion, present 
fair ly the information they purport to show. 
If the report contains statistical or other similar information 
not examined by the accountant, the presentation would contain a 
paragraph somewhat as fo l lows: 
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Our examination of the Company's financial statements did not 
comprehend an examination of the supplemental information 
shown in Section III of this report and, accordingly, we do 
not express an opinion concerning it. 
The report may, of course, also contain information as to which 
the opinion may have to be qualified wi th respect to accounting pr in-
ciples. A l so , it may contain schedules as to which an opinion can be 
expressed, for example, as to a total but not as to the details comprising 
it. Appropriate word ing should be included in the accountant's pres-
entation to cover these situations. 
The last section of the presentation, just ahead of the accoun-
tants' signature, might contain any comments that should be made 
concerning the scope of the work. 
I think, in connection wi th an ordinary audit, it is generally 
neither necessary nor desirable to include comments in the long-form 
report about specific scope matters, such as details regarding receivable 
confirmation and inventory observation unless there are restrictions 
in this regard. Broadened understanding in recent years of the nature 
and significance of generally accepted auditing standards has made such 
detailed comments unnecessary. There is possibly a hazard in in-
cluding them. Since it is not feasible to describe al l of the things that 
were done in making the audit, it may be misleading to mention only 
some of them. 
The principal advantage—and I think an important one—of an 
arrangement of the type I have described is that all financial infor-
mation contained in the report is brought under the cover of an 
opinion, qualified or unqualified, or of a disclaimer. W e have noted 
previously the hazard in a representation of fact, when it is not war-
ranted. 
There is no reason, as I see it, why a report arranged along the 
lines I have indicated would not be as informative as the more tra-
dit ional type of report in which it may not be clear what is covered 
by an opinion and what is not. 
CONCLUSION AS TO REPORTS 
Efforts to minimize legal responsibil i ty and to report meaning-
ful ly and informatively to our clients are not incompatible. Instead, 
they frequently find the same channel. Clear and unequivocal re-
port ing achieves both ends. 
I am convinced, as I have said before, that we minimize our legal 
responsibil i ty when we do good and faithful work for our clients. 
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Clar i ty rather than vagueness; adequacy rather than quantity of dis-
closures; opinion rather than fact—these are the keys to min imiz ing 
our legal responsibil i ty as wel l as the keys to meaningful report ing 
for other purposes. 
M A N A G E M E N T SERVICES 
I am sure that most C P A s would insist that they had always per-
formed management services, and that the members of the profession 
before them also had done so. I am also confident most C P A s would 
agree that many accounting firms are performing types of management 
services today they were not performing yesterday. One need only to 
refer to the Classification of Management Services by CPAs issued by the 
Institute committee on management services for some i l lustrations. 
A l l of us, I am sure, are aware of the concern of some C P A s that 
extension of management services by C P A s into areas further and 
further removed from systems work, tax practice, and audit ing w i l l 
weaken, perhaps by di lut ion, the professional standing of the C P A , 
and of the concern of some that such extension w i l l impinge upon the 
independent status of the accountant as an auditor. The extent to 
which extension of management services bears on competence to 
perform them relates, of course, to legal responsibil i ty. M y comments 
today w i l l be confined to this aspect of the subject. 
Consideration of legal responsibil i ty and management services 
must be speculative to some degree, because of the absence of a record 
of adjudicated cases concerning C P A s . A s to one aspect, however, it is 
not necessary to speculate. There seems to be no question that the 
general principles of law regarding the services of the professional 
man apply to al l of the services he renders in a professional capacity. 
If he claims competence in management services he w i l l be expected 
to br ing to the engagement the competence commonly possessed by 
others who profess similar competence and to carry out the engage-
ment w i th reasonable care. Under the general principle, the C P A is 
responsible to those who engage h im for the same degree of profes-
sional competence and the same care in its exercise, whether he under-
takes an audit result ing in a report or performs some other accounting 
service that results in a report. 
There is today, however, as to legal hazards an essential difference 
between audit ing services and management services. Th is stems from 
the fact that standards concerning management services have not been 
formulated and articulated by the profession to the same degree as 
those concerning audit ing. The absence of standards that have gained 
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general acceptance may present questions as to what may be standard 
professional competence and reasonable care as to management 
services. Th is is where we speculate. 
H o w wi l l standard professional competence be gauged? W i l l it 
be gauged in relation to the standards of learning, sk i l l , and experience 
of other C P A s , or of others, not C P A s , who undertake to perform 
similar services? W h o can qualify as an expert to testify as to the 
competence and care wi th which an engagement was performed? 
Is it possible that a C P A performing management services w i l l be 
held to a higher standard of performance than an indiv idual not a 
C P A ? Y o u w i l l recall that the court in the Balt imore Credit Un ion 
case suggested that a C P A might have been held to a higher standard 
of performance than a government examiner in connection wi th an 
audit. 
Is it significant in gauging the matter of the required degree of 
competence that the uniform examination for C P A s does not include 
questions relat ing directly to management services? A s I see it, this 
is no more or no less significant, from the point of v iew of legal 
hazards, than the fact that standards of competence have not been 
formulated. In referring to unformulated standards, it is not my inten-
tion to assert that the profession should get at this matter r ight away. 
I am suggesting, however, that there is a hazard, whose import is 
difficult to assess, as long as standards remain unformulated. I think 
the lag between development of a different type of service and formu-
lation of standards of expertness and diligence should be kept to a 
reasonable minimum. 
In connection wi th legal responsibil i ty relat ing to management 
services there are, of course, questions of the significance of reliance 
by the client on the recommendation of the accountant, of the damage 
suffered by the client, and of the measure of damage. 
A s is true wherever responsibil i ty to clients is concerned, the 
understanding about what the C P A undertook to do is basic in getting 
at the extent of the responsibil i ty. In connection wi th an ordinary 
audit the understanding wi th the client can be framed in the standard 
phrases of the short-form report, such as generally accepted auditing 
standards, present fairly, and generally accepted accounting principles. 
These have technical meaning. There are, I think, no simi lar technical 
terms for management services. Each engagement w i l l require special 
attention in work ing out its terms. 
The matters of reliance and measure of damages w i l l , of course, 
have significance in connection wi th legal responsibil ity. In this regard 
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I would be quite concerned wi th a report, for example, expressing the 
opinion, without careful documentation, that cost reductions of a 
specified amount would result f rom the instal lation of a standard cost 
system or that specified benefits would result f rom a reorganization 
of a company. O n the other hand, not many clients w i l l be seeking 
management services from a C P A who is unwi l l ing to indicate the 
benefits l ikely to accrue from the services. I think a principal means of 
min imiz ing the risk in this area is to carry out the service in such a 
way that the client is kept in close touch wi th developments of the 
work as it progresses, at least to the extent that when the C P A ' s final 
report is rendered his principal recommendations are acceptable to the 
client. Keeping the client informed concerning important develop-
ments may be important in establishing that there was not bl ind 
reliance on the accountant's report. Certainly, there need not be bl ind 
reliance—frequently, the client is in a position to know whether the 
accountants' work was being performed properly. 
The basis that might be applied in measuring damages where 
it is claimed the accountant was negligent in performing management 
services is another unknown. Is it part or al l of the fee? Does it 
extend beyond the fee? These questions are pertinent in assessing 
the significance of the hazard, but perhaps not relevant to the question 
of whether there is a hazard. 
Not apart from the question of legal responsibil i ty is the matter 
of whether performance of management services for an audit client 
destroys or weakens the C P A ' s independence. W e gain considerable 
assurance from our experience in tax practice that the mix ing of 
services need not lessen one's independence. It seems to me, as others 
have contended, that the determining factor here is the posture the 
accountant assumes in relation to his client. If he remains in an 
advisory position and sees to it that his client knows he is in such 
posit ion, I see no reason why his independence would be affected. 
I am not impressed by the argument that the auditor w i l l be any less 
objective when examining financial statements based on records and 
procedures, including important elements of internal control, designed 
and recommended by him than when he had no part in their design. 
The question of how closely related the management services 
should be to other, perhaps older, phases of accounting services has 
a bearing on risk, again in connection wi th competence. Its pr incipal 
facet is whether an accounting firm can organize itself to maintain 
high-level competence, which requires the pyramiding of supervision 
and review, in remotely related areas. If they are not related at a l l , 
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I doubt that it can. A s to tax services and audit ing services, for 
example, there is no question in my mind but that our competence 
in each area is heightened by performing both services. The only 
guide I can see is that a C P A should refrain from entering into a 
field of service if, in doing so, it is l ikely something less than the 
highest standard of performance in such field or other fields of spe-
cial ization is l ikely to result. T o attain such a level in both fields— 
assuming both of them call for significant knowledge and substantial 
judgment—they must, I think, be interrelated either as to business 
function or as to the approach required to deal wi th them. The 
degree of interrelationship required is, of course, a moot question. 
It may be one thing, for example, for a C P A to give advice about 
the competence of his client's accounting employees and another th ing 
to undertake an evaluation of other classes of employees. 
SUMMARY 
W e l l , I have raised questions; commented on a few; perhaps 
missed some important ones. There is no question but that the pro-
fession must identify the boundaries wi th in which its members 
should confine themselves in rendering management services. There 
is, as we al l know, a real hazard in delay in formulat ing standards 
of performance. Jury of laymen may establish them if the profession 
does not do it. It is doubtful if the standards can be developed ahead 
of entry into a new field of management services, but at least con-
current attention should be given to their formulation. 
It was not my intention to leave the impression that in connec-
tion wi th legal responsibi l i ty we should " run scared." T o do so 
means probably we would decline engagements that we are competent 
to handle and whose performance would be helpful to the business 
community. It was my intention, however, to leave the impression 
that we should approach our work ever mindful of the legal hazards 
and ever alert to ways of min imiz ing them. W e , and others before 
us, have seen our profession achieve stature. W e , and those who 
follow us, should see that it is heightened. 
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